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The General Movement 
OF Prices 

I 

The General Price Level 

IT is common experience that the profits 
of business in all lines are greater when 
the general price-level is rising and 
smaller when the general price-level is fall- 
ing. In the'former case a business man may 
enjoy proiits that he did not plan for or 
expect, while in the latter case he may find 
anticipated profits turned into losses al- 
though he has made no mistake in the calcu- 
lations that pertain strictly to his own affairs. 
It is a well-known fact that beside the 
price-fluctuations to which individual com- 
modities are subject, and with which a dealer 
is commonly familiar, there are general price- 
movements, the causes of which are more 
remote and obscure, affecting all commodities, 
and requiring the business man, if he would 
be well-informed, to extend the range of his 
observations beyond the field in which he 
operates himself. Otherwise he is likely to 
misjudge the price movements of the par- 
ticular articles that he buys or sells, to expand 
7 
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or contract his operations at the wrong time, 
and consequently to lose ground to his more 
broadminded and farsighted competitors. 

Price Level Always Changing 
The business man must use eternal vigil- 
ance to keep himself informed, because the 
general level of prices is always changing, 
and although there are various agencies 
which make a practice of furnishing periodic 
reports of the changes, such information may 
mean little to business men who do not under- 
stand why each movement takes place, and 
who cannot distinguish between those resting 
on transient causes and those others which 
are likely to continue. Just as local showers 
sometimes raise the level of a river, although 
a decrease in the annual rainfall of the val- 
ley may at the same time be causing that 
river slowly to dry up, so also there are two 
sets of causes operating upon the general 
level of prices, the transient ones and the 
persistent ones. The present study-unit deals 
with both sets, but more especially with the 
second. The tides are its theme, rather than 
the waves and ripples. 

An understanding of the fundamental fao 
tors which have influenced price levels in the 
past is the best preparation for judging future 
prices. There is no simple rule by which 
predictions can be unerringly made, for al- 
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though all of the factors m the situation may 
be recognized, it is exceedingly difficult to 
give to each its proper weight. A given sit- 
uation never is exactly repeated. There is a 
call for the exercise of careful judgment, 
and even then, basis for differing opinions 
is oftentimes afforded. 

Nevertheless the more important factors 
are likely to be sufficiently pronounced to 
indicate the general trend, which is the matter 
of chief concern to the business man. Some 
of the most important price-movements of 
the past will be reviewed in this study-unit 
with a view to showing the nature of the 
circumstances which influence the general 
trend of prices. 



II 

Prices and the Quantity of Money 

Among influences affecting the general 
price level, changes in the standard of value 
itself obviously are of paramount importance. 
In the description of standard money con- 
tained in the study-unit, "Money and the 
Monetary System," it was shown that the 
standard itself is not something of ideal or 
unvarying value. It is a commodity, like 
other commodities and subject to similar in- 
9 
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fluences; it has been chosen for the standard 
because on the whole it is believed to serve 
that purpose better than anything else; not 
because it represents absolute stability. 

Since price is a quotation of value in terms 
of the standard, or in other words, since it 
is a comparison with the standard, prices are 
affected by all the influences that have bear- 
ing either upon the commodity quoted or 
upon the commodity used as the standard. 
These influences may be divided for conve- 
nience between those operating upon the side 
of the things quoted and those operating 
upon the side of the standard. Since the 
latter affect all commodities directly and to- 
gether, it naturally follows that general price 
movements are commonly attributed to con- 
ditions affecting the supply of money or 
credit. 

The Quantity Theory of Money 
The quantity theory of money has been 
a common subject of controversy whenever 
important changes have occurred tn the gen- 
eral level of prices, but it is not easy to define 
precisely the issue between opposing views. 

The quantity theory, as stated by John 
Stuart Mill, is that "the value of money, 
other things being equal, varies inversely 
with the quantity." 

There are continual changes in the labor 
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cost of producing and transporting commocH- 
ties, which of course affect prices; different 
peoples differ in their customs as to the use 
of coin and paper instruments of exchange, 
and also as to the amount of cash reserves 
kept in banks ; these customs affect the 
efficiency of the monetary stock. The use 
of credit varies in different countries and in 
the same country at different times, and since 
credit is purchasing power, its expansion and 
contraction affect prices. These are the 
"other things" that Mill referred to, and 
the contentions over the so-called "quantity 
theory" usually relate to the significance of 
changes in these other factors as compared 
to changes in the volume of the standard 
money. 

Opposing Views 
Some people place the emphasis upon the 
volume of money while others place it upon 
the "other things." Dr. Irving Fisher, of 
Yale University, illustrates the quantity the- 
ory by the relation between power and speed 
in an automobile. There is an evident rela- 
tion between power and speed in an automo- 
bile, but of course the character of the road 
and the grade to be surmounted have much 
to do with the speed. "Other things" being 
equal, the amount of power does determine 
the speed. 
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Overemphasis in some quarters upon the 
idea that a mere increase in the quantity of 
money is beneficial by creating a demand 
for commodities, has caused overemphasis 
in other quarters upon the idea that money 
is merely a medium of exchange, used only 
as trade calls for it. The former theory is 
a common and dangerous heresy, but in op- 
posing it the argument must not be carried 
to the extent of claiming that increasing sup- 
plies of money have no effect upon prices. It 
is true, fundamentally, that the demand for 
commodities has its origin in other commodi- 
ties, rather than in the money supply; that 
is to say, the people who have something to 
sell are the potential buyers of other things, 
and money is only a means by which the ex- 
changes are effected. But while this is one 
of the most important truths in the science 
of money, it must be also borne in mind that 
new supplies of legal tender money have the 
faculty of forcing themselves into use, thus 
diluting the value of the supply previously 
outstanding. Every additional dollar of 
standard money put into circulation has pre- 
cisely the same debt-paying and buying power 
as every dollar already in circulation. There 
cannot be different values for different sets 
of gold coin that are exactly alike ; the effect 
of multiplying their numbers is spread over 
all of them. The effect of an increase, there- 
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fore, "other things being equal," is to depre- 
ciate the value of all, or in other words, to 
force a higher level of prices. This is the 
essence of the quantity theory. The manner 
in which new supplies of legal tender money 
will force their way Into use and become a 
factor in prices is described below. 

New Supplies of Standard Money 
There is a distinction between capital and 
a mere medium of exchange, but standard 
money is both, and is the most liquid form of 
capital. The man who has $100,000 invested 
in a mill may not be able to convert It readily 
into cash, but a man who has $100,000 in 
cash can hire labor, buy machinery, and have 
a mil! in a short time, and that is precisely 
what some one will do if the returns from 
milling property are long maintained above 
ordinary Interest rates. 

New supplies of gold find their way first to 
the banks, and the immediate effect is to 
lower the rate of interest. A reduction of 
the rate of interest naturally increases the 
demand for and value of investments which 
pay a better return, and real estate, securi- 
ties, and all kinds of property, are forced 
to higher prices. When interest rates drop 
from 6 to 4 per cent, a security that is deemed 
safe to pay 6 per cent will tend to rise from 
par to 150. 

13 
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Then comes a movement to convert this 
new supply of liquid capital into the various 
forms of fixed capital which are advancing 
in value. If stocks move up to higher levels, 
there will be an increase of corporation flota- 
tions for the purpose of financing construc- 
tion. If rents of houses pay better than 
money at interest, houses will advance in 
selling value and the owners of capital will 
hire men, buy materials, and build houses 
until the old equilibrium between capital in 
houses and capital at interest is restored. 
And so all around the drde of the various 
forms of property. 

Moreover, the demand for labor, thus 
stimulated, causes a rise in wages, the demand 
for construction materials of all kinds affects 
their prices in like manner, and so all prices 
and rates of compensation, reacting upon 
each other, find a new level; in this manner 
the new supplies of gold arc absorbed, and 
the returns upon liquid capital and capital in 
fixed forms are practically equalized. 

The Money of Bank Reserves 
There is still another respect in which gold 
coin, as the standard money, is a superior 
form of capital, and why fluctuations in its 
supply may exert greater influence over prices 
than do fluctuations in the supply of steel, or 
other important commodities. Gold is the 
14 
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money of bank reserves and as we have seen 
in the study of banking, a given sum of re- 
serves will support a much larger body of 
bank loans, and thereby set in motion a much 
larger sum of purchasing power. 

The foregoing being true, it follows con- 
versely, that if the supplies of standard 
money are diminishing relatively — If they 
fail to increase in proportion to the growth 
of the business demand — the influence will 
be to restrict the activities described above, 
and to establish the equilibrium at a lower 
level of prices, wages, and ratei of return on 
capital investments. 

In recognizing the validity of the quantity 
theory as stated above, it must be borne in 
mind, however, that whether the supply of 
money is rising or falling, the "other things" 
must be taken into account before the influ- 
ence of the changes in the volume of money 
can be closely determined. 



Ill 

General Price Trends— 1800 to 1920 

The movement of wholesale commodity 
prices in the United States and England for 
over one hundred years is presented graphi- 
cally in the following chart. The price curve 
IS 
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is simply a charted "index number" of prices. 
An "index number" is a device for measuring 
the general change in prices by averaging 
the prices of a large number of commodities. 
The chart is one prepared by the Federal 
Reserve Bank of New York, and is based on 
several well-known index numbers. 

Index Numbers 

It is evident that all commodities are not 
of equal importance and so in computing an 
index from the average of their prices, each 
commodity must be assigned a "weight" 
which corresponds to its importance in the 
trade of the country. The sales of cotton, 
for example, may be estimated to be twice 
as important as the sales of sugar in the 
budget of the country's business, and there- 
fore the price of cotton may be weighted 
twice as heavily as the price of sugar. Each 
commodity by this method of averaging has 
an influence on the price index proportionate 
to its importance. 

Index numbers are ordinarily expressed 
as percentages, the percentage for any given 
year indicating the relation of the prices of 
that year to the prices of some other year 
taken as a base. Prices for the year 1917 
have been used as a base in the case of botl 
American and English prices on the accom' 
panying chart. The curves show the depar- 
16 
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ture of average prices from this base from 
year to year. 

The chart shows all of the major price 
movements of the last century. By reference 
to it we can see the number of such move- 
ments, and just when each of them began 
and ended. We shall now take up for special 
consideration the most important of these 
movements, with a view to explaining how 
they happened to follow the course shown 
by the chart. We shall undertake to analyze 
and weigh the infiuences underlying them 
that we may gain appreciation of the facts, 
forces, and principles underlying similar price 
movements that are going on at the present 
time. Our attempts to forecast the general 
trend of prices during the next few years can 
then be guided by the results of experience. 



IV 

Price Movements During Paper 
Money Periods 

The effect upon prices of irredeemable 
issues of paper money is the first thing to 
be noted on the chart. Europe was at war 
during most of the period from 1797 to 
1821 and prices in England were in an irre- 
18 



THE GENERAL MOVEMENT OF PRICES 

decmable currency, fluctuating in relation to 
gold. The price-line for the United States 
does not go back of 1810; in 1812 this coun- 
try became involved in a war with England 
and from 1814 specie payments were sus- 
pended for several years. 

The most important paper money period, 
however, is the greenback period, which is 
shown by the price-line for the United States, 
beginning after the outbreak of the Civil 
War and lasting until January I, 1879, when 
the Treasury began to pay gold for green- 
backs on demand. As this was a notable 
experience in the u"e of an irredeemable gov- 
ernment currency it Is worthy of study. The 
similarity between the currency of this period 
and the depreciated currencies of European 
countries since specie payments were sus- 
pended by them in 19 14, gives an added 
interest to the price movements of the green- 
back period; 

Prices During the Greenback Period 
Under the influence of war and vast gov- 
ernment purchases, prices would doubtless 
have advanced even if the currency had not 
become irredeemable. For one reason the 
war divided the country, and commodities 
formerly furnished by the southern states, 
such as cotton, would inevitably have risen 
in price. Also, the insistent demand for war 
19 
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supplies would have carried up the prices of 
those commodities and this rise would have 
been communicated to other commodities. 

But more important than these changes 
aflfecting particular commodities were those 
affecting the standard of value itself — the 
paper money of the government. Owing to 
the disappointing yield of the taxes laid by 
Congress and the slow sale of an issue of 
6 per cent bonds, the government in July, 
1862, had recourse to the issue of non-inter- 
est bearing, legal tender notes. An issue of 
$150,000,000 of these "greenbacks" was put 
out at that time; like amounts were issued 
the following January and March. 

New Issues Cause Declines 
Each time that Congress authorized the 
issue of paper money, its value in gold de- 
clined. The gold value of $100 in paper 
currency fell from $96.22 to $89.79 during 
the month that the second issue of paper 
was under discussion in Congress, and again 
fell from $76.94 to $67.57, while the third 
issue was under discussion. Since this money 
was legal tender and prices were now ex- 
pressed in it, instead of in gold, a decline in 
its value was equivalent to a rise in the level 
of prices. 

The military defeats and victories also 
influenced the gold value of greenbacks, as 
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they affected the prospects for, peace or for 
further issues. When Lee crossed the Po- 
tomac and invaded the north in June, 1863, 
the currency fell from $71.17 to $67.40. A 
month later the victory of the Union Armies 
in the battle of Gettysburg increased the 
value of the currency from $68.97 to $72.46. 

Effects upon Business 

Such abnormal currency conditions with 
attendant price fluctuations naturally were a 
great handicap to business. The remarkable 
fact is that the price system managed to 
adjust itself to them without suffering a com- 
plete collapse. The adjustment affords proof 
of the system's vitality and flexibility. 

Business went on, for business men became 
accustomed to wide and unpredictable price 
fluctuations, and included the possibilities and 
risks in their calculations. Nevertheless, the 
uncertainty attached to all transactions was 
a burden upon trade. As Professor Taussig, 
of Harvard University, says : 

"Nothing could show better the evils of ex- 
cessive paper money than the soaring line of 
1862-1865, and the sinking line of later years; 
the inequities between debtor and creditor, the 
instability of pecuniary relations, the slow and 
painful process of return to the normal standard." 

The quantity of paper money, though re- 
duced in 1865, still remained redundant and 
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depreciation lasted for many years, until 
finally, in 1879, the government announced 
its readiness to redeem the greenbacks in gold 
at their face value and specie payments were 
resumed. During this period the use of irre- 
deemable currency in retail trade had come 
to be a habit; wholesale and retail merchants, 
manufacturers, farmers, wage-earners, and 
investors, all did their thinking in greenbadc 
prices. Gold continued to be bought and 
sold like other commodities, just as had been 
the case during the war, and its value in 
greenbacks was regularly quoted. 

After steps were taken for the redemption 
of the greenbacks, the appreciation of the 
paper currency was refiected in a fall in 
prices. Not all of this price decline, how- 
ever, was due to appreciation of paper cur- 
rency. Part of it was due to a decline in 
gold prices the world over, to which wc shall 
refer again. The foregoing chart shows this 
general decline of gold prices during the late 
seventies in England. 

Two Price Levels 
During the greenback period, importers 
and exporters adjusted their business to two 
price levels — the inconvertible currency level 
at home, and the gold-standard level abroad. 
These adjustments not only influenced the 
domestic prices of commodities that were 
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exported and imported, but other prices as 
well. As a result the movement of the do- 
mestic price level corresponded roughly with 
the specie price level in foreign countries. 
Our prices were higher than theirs, but the 
same world-wide influences affected both. 
The chief disadvantage of being on a paper 
basis was that the fluctuations of the currency 
in relation to gold were an element of uncer- 
tainty in all business transactions, and like 
every other element of uncertainty, had to 
be covered by a wider margin for all traders 
and middlemen. 

In 1879 the United States began to redeem 
its currency in gold, and thus rejoined the 
gold-standard world. The free movement 
of gold then put the price level in this coun- 
try directly in touch with the international 
level of prices. 

The Present European Situation 
The fact that resumption of specie pay- 
ments was accomplished in the United States 
after seventeen years of irredeemable cur- 
rency and in spite of difficulties and lack of 
faith, by no means proves that European 
countries in their present plight will be able 
to resume their positions in the gold standard 
world within that period of time or by the 
same method. It must be remembered that 
when we were having our experience at re- 
23 
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sumption all the great countries of the world 
except the United States were on a gold basis, 
and their prices were expressed in gold, while 
ours were expressed in paper. At the pres- 
ent time the only great nations whose prices 
are expressed in gold arc the United States 
and Japan, while all the others are on a 
paper basis. The problem confronting these 
nations which are now "off the gold basis" 
is consequently more difficult because the 
changes must he made over a large part of 
the world's area and for a much larger per- 
centage of its population. 



Gold Prices Since 1800 

Having described the price fluctuations of 
the paper money periods, we will now trace 
the movement of gold prices in England and 
the United States, as shown by the two lines 
of the chart, omitting the greenback' period. 
As a matter of fact, gold values in the United 
States continued during that period to paral- 
lel the gold prices abroad, as they did before 
and afterward. 

The first thing to be noted is the close 
correspondence of the two lines throughout 
all of the time in which the two countries 
24 
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were on a common gold basis. Slight diver- 
gencies occur, attributable to local financial 
and industrial conditions, but the chart af- 
fords proof, both in the divergencies of the 
paper money periods and in the parallel 
movements of the normal periods, of the 
unifying influence of the common standard 
upon the markets of the two countries. If 
the price movements in all gold standard 
countries were shown together, a like uni- 
formity would be revealed. 

The Minor Fluctuations 
The minor fluctuations of both lines are 
attributable to temporary causes, such as 
wars, crop failures, and the periodical finan- 
cial crises or industrial depressions to which 
the business world is subject. Price tables, 
particularly the old ones, are composed 
mainly of staple commodities, the prices of 
which are aSected by the annual production ; 
hence the influence of crop failures. Wars 
interfere with the free movement of commod- 
ities and affect prices in this way, besides 
creating special demands and influencing 
prices by means of an extraordinary use of 
credit. We shall deal with the price changes' 
caused by war and periodical business crises 
later, and give attention now to the longer 
movements under the gold standard, which 
there is some reason for believing were in- 
25 
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fluenced by changes in the supply of the stand- 
ard metal itself. 

Gold Production 
The average annual production of gold 
and silver in the world in each ten-year period 
from 1800 to 1920 was as follows, silver 
reckoned at United States coining value : 



Period 


Gold 


Silver 


I80M810 


$11,815,000 


$37,168,000 


1811-1820 


7,606,000 


22,479,000 


1821-1830 


9,448,000 


19,144,000 


1831-1840 


13,484,000 


24793,000 


1841.1SS0 


36,393,000 


32,440,000 


1851-1560 


133,298,100 


37,226,100 


1861-1870 


126,301,500 


50,717,400 


1871-1880 


115,081,400 


91,857,800 


1881-1890 


106,005,600 


129,884700 


1891-1900 


210,124,140 


208,985,640 


1901-1910 


378,070,330 


236,119,220 


1911-1920 


425,384,064 


248,105,454 



For reasons already given the lines on the 
chart down to 1S20 are of Htde significance 
as to gold prices, either in the United States 
or England, and may be disregarded so far 
as our present purpose is concerned. 

Five Important Price Movements 

Beginning about 1820 there is a general 

trend downward to a point in the forties, 

then upward to 1873, then downward to 

1896-7, then upward to 1914, after which 

26 



THE GENERAL MOVEMENT OP PRICES 

came the great rise caused by the World 
War. All of these movements, and par- 
ticularly those since 1848, when gold was 
discovered in California, have been the sub- 
ject of great interest among students of prices 
and monetary systems. 

Uttle need be said of the period from 
1820 to 1848. Peace prevailed in Europe, 
machinery and steam power were being slowly 
introduced in the industries, and the produc- 
tion of the money metals fell off between 
1810 and 1840, all of which infiuences would 
tend to make prices lower, and the trend of 
both price lines is downward. There was a' 
boom in England which culminated in a crisis 
in 1825, and one in the United States which 
culminated in the crisis of 1837, but in both 
countries, the lowest prices of the: first half 
of the century were reached in the forties. 



VI 
The Period 1848 to 1873 

Down to 1850 silver and paper were the 
common money of trade in Europe. Eng- 
land was the only country that had any con- 
siderable amount of gold in circulation. On 
January i, 1850, the stock of gold in the 
Bank of England was about $85,000,000 
27 
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{£17,000,000) and Tookc and Ncwmarch, 
in their monumental work on prices, esti- 
mated the amount of gold coin in circulation 
in the United Kingdom at about $250,000,- 
000 (£50,000,000). France is estimated to 
have had about $500,000,000 silver and 
$15,000,000 gold. The United States, ac- 
cording to an estimate by the Secretary of 
the Treasury, had about $150,000,000 of 
gold and silver coin. Any calculation of the 
relative importance of the new supplies of 
money at this time must, of course, take into 
account the entire stock and production of 
both gold and silver. Also it must take into 
account the use of paper money. 

The later years of the decade, ending with 
1 849, had been years of bad times in Europe, 
with poor harvests, industrial depression, and 
political unrest. The gold reserves of the 
Bank of England were practically exhausted 
in the crisis of October, 1847, and the insti- 
tution was saved only by governmental ac- 
tion. The Bank of France was forced to 
suspend specie payments in March, 1848, and 
did not resume until August, 1850. Political 
agitation, aggravated by the hard times, was 
genera! over Europe, extending in some coun- 
tries to attempts at revolution. 

Then came a great new influence upon the 
situation. Gold was discovered in Califor- 
nia in 1848 and in Australia in 1851, and 
28 
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by 1852 these new fields were producing 
together over $100,000,000 per year. The 
first notable sign of the influx into Europe 
was an increase in the gold reserves of the 
Bank of England. 

New Supplies of Gold 
To get this idle money into use the bank 
reduced its regular discount rate to 2 per 
cent, and the market rate for a considerable 
time was reported in financial journals at i J4 
per cent. The public was much impressed 
by this situation and seems to have commonly 
assumed that the new supplies of gold would 
effect a permanent reduction of interest rates. 
Mr. Gladstone, then Chancellor of the Ex- 
chequer, was influenced to the extent of pro- 
posing in Parliament a scheme to refund the 
consols below 3 per cent. The situation, 
however, was a temporary one, and it was 
demonstrated then, as at other times, that 
increasing supplies of money do not perma- 
nently result in lowering the general level of 
interest rates. 

The manner in which the new supplies of 
standard money force themselves into use, 
and by which an equilibrium is established 
between the rate of interest and the returns 
upon capital in other forms, has already been 
explained at an earlier point. 

The first signs of industrial revival were 
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in the shipping and ship-building industries, 
due to emigration and a revival of foreign 
trade. Every shipyard in England soon was 
crowded with orders. Then came a new 
demand for manufactures, and a great re- 
vival of construction work of all kinds. The 
price of building materials went up 50 per 
cent in London, every idle man was in 
demand, and a general advance in all com- 
modities took place. The business revival 
extended to the Continent. In France, Ger- 
many, and other countries enterprise was 
stimulated and all the features of a period 
of construction, expansion, and speculation 
were observed. 

By the middle of the decade the influence 
of war was added to that of the new gold 
supplies; Great Britain, France, and Turkey 
became involved in war with Russia in the 
Crimea. 

Causes of Apprehension 
By this time economists began to view the 
rise of prices and the increasing production 
of gold with some apprehension, for they 
feared it might cause a permanent unsettle- 
ment of values. The average annual produc- 
tion of gold and silver in the world in the 
decade 1831 to 1840 was about $38,000,000 
and for the decade 1851 to i860 about 
$340,000,000, or nearly ten times as much. 
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Considering the scardty of monetary 
stocks at the begging of the period, it seems 
remarkable that the effect was not greater. 
One explanation that has been generally 
accepted was given by Michel Chevalier, a 
French economist, in a book written about 
1859. He called attention to the fact that 
the new gold which came to Europe was 
brought largely to France and exchanged 
for French silver coins, which were shipped 
to India. The latter country had long had 
a favorable balance of trade, which was set- 
tled by shipments of the precious metals. 
About 1855 the construction of an extensive 
system of railroads was begun in India and 
it was necessary to transfer important sums 
of capital for that purpose. 

Movements of Silver 
Furthermore, the construction of railroads 
facilitated the shipment of produce from the 
interior to the coast and stimulated exports 
from India, creating permanently a heamer 
balance of trade in her favor, to be settled 
in the predous metals. This silver, the 
movement of which from Europe to the East, 
ran as high as $90,000,000 in a single year 
and averaged fully $50,000,000 from 1855 
to 1865, was taken mainly from circulation 
in France. By making place in Europe for 
new gold^ these exports nullified, to that 
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extent, the influence in Europe of the new 
supplies. 

M. Chevalier predicted that the stock of 
silver coins in France would soon be ex- 
hausted and that when this should happen 
and gold should no longer be exchangeable 
on the existing coinage basis for silver, gold 
would be likely to depreciate. He advocated 
changing the coinage ratio by increasing the 
weight of the gold coins. 

Thus it will be seen that the French states- 
men were confronted with the same problem 
which our own statesmen dealt with in i834. 
No action was taken by France, and before 
many years the production of gold began to 
fall oS and the production of silver to in- 
crease, altering the commercial ratio between 
the metals. 

"Tight" Money 
We have noted that the outpouring of new 
gold did not make interest rates permanently 
lower. It did not make money permanently 
cheap or easy in the loan market. On the 
contrary, as prices rose and loans expand- 
ed, money became "dght" and interest rates 
high. In 1857 expansion had run to the limit. 
Money and credit were tied up to the strang- 
ulation point, and every banking center in 
Europe and America was under tremendous 
strain. In the United States a money panic 
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occurred and most of the banks suspended 
payments ; the reserves of the Bank of Eng- 
land were practically exhausted, and the Gov- 
ernment had to intervene again to save the 
institution. Thus, with an unparalleled out- 
pouring of gold during the period, the cycle 
from one crisis to the next was complete in 
ten years. 

Comments of Economic Authorities 
Although it would seem from a review of 
the historical facts that the trade revival and 
rise of prices which followed 1850 was in 
the main directly due to the increased gold 
supplies, some leading economists of the time 
declined to accept this conclusion. They laid 
emphasis upon the "other things." 

In 1856-57 Tooke and Newmarch pre- 
pared as the sixth volume of Tooke's "His- 
tory of Prices" a review of the influence of 
the new gold supplies, as observed during the 
nine years which had intervened since the 
discovery of gold in California. In summing 
up the authors said : 

"That the first decided effects produced by the 
new gold in this country were in, 1851-53, in the 
foim of large additions to the total metallic re- 
serve of the Bank of England, that by means 
of the magnitude of that reserve, and the con- 
sequent reduction of the rate of discount by the 
Bank of England a powerful influence was ex- 
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erted in depressing die general rate of interest 
on all descriptions of advances. And that since 
1853 an opposite state of things had prevailed; 
first, in consequence of the extension of trade and 
enterprise, partly cxdted in the first instance by 
the low rates of interest; second, by the necessity 
of imparting large quantities of corn to supply 
domestic deficiencies, and, third, bj the foreign 
expenditures entailed by the war. 

"That since 1852 the arrival month by month 
of large convoys of treasure has been, on several 
occasions, the means of removing actual or ap- 
prehended financial pressure of the most formid- 
able character. And hence, that the effect of the 
influx since 1852 has been to prevent any violent 
commercial revulsion, and to moderate fr<»n time 
to time the operation of the high rate of interest 
arising from the ordinary relation between the 
supply of capital on the one hand, and the demand 
for it on the other. 

"That as far as can be ascertained by a careful 
examination of the course of prices in this country 
as regards a considerable number of leading com- 
modities, it does not appear that the prices pre- 
vailing in the early part of 1857, when compared 
with the prices prevailing in 1851, justify the 
inference that, in any manifest and appreciable 
degree, the increase in the quantity of metallic 
money, by means of the new gold, has raised the , 
price of commodities; in other words, in every 
instance of a variation of price, a full explana- 
tion of the change is apparently afforded by cir- 
cumstances affecting the supply or the demand. 

"That during the last four years, 1853-56, the 
markets for a large and important class of cmn- 
modittes — both articles of food and articles of 
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raw material — have been seriously deranged by 
the war, by the sudden return of peace, and Iqr 
ihe occurrence of deficient cr(q>s in several parts 
of the world. 

"That the wages of labor in this country, both 
skilled and unskilled, have increased during the 
last four or five years in the proportion of fifteen 
to twenty per cent over the previous rates. 

"That the whole process of the distribution of 
the new gold, in the first instance among the 
laborers and capitalists of the gold countries, and 
in the second instance, among the capitalists and 
laborers of this and other countries— resolves 
itself into a demand for more labor, and through 
the demand for more labor into a gradual rise of 
all classes of incomes. 

"That set in motion and sustained by the pro- 
duction year by year of large quantities of new 
gold, there is at work a vast and increasing 
number of causes, all conducing to augment the 
real wealth and resources of the world — all con- 
ducing to stimulate and foster trade, enterprise, 
discovery and production and therefore conduc- 
ing with a greater aiid greater force to neutralize 
by extensions of the surface to be covered, and 
by multiplying indefinitely the number and mag- 
nitude of the dealings to be carried on, the 
a priori tendency of an increase of metallic money 
to raise prices by mere force of enlai^ed volume." 

The argument of Messrs. Tooke and 
Newmarch, summarized, is that the effects 
of the new gold supplies were modified, if 
not neutralized, by the very increase in the 
volume of business which they promoted. 
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The authors made allowance for the natural 
reaction from the bad times that had existed 
for several years, for the influence of the emi- 
gration movement that had already started, 
and for the rising demand in the United 
States for British manufactures; they con- 
sidered the important influence of war and 
short harvests upon prices, and concluded 
that among all these influences they were 
unable to distinguish any influence that could 
be attributed strictly to additional supplies of 
money. 

Difference of Opinion 
Other writers of no less reputation than 
Tooke and Newmarch have not hesitated 
to assert that the influence of the new gold 
could be traced and approximately estimated. 
Among these was Professor Stanley Jevons 
of the University of London, an economist 
of high standing at the time. Writing in 
1865, he showed by Tooke's "History of 
Prices" the decline of prices from 1810 to 
1848 and argued that it could be explained 
only by "supposing that the supply of the 
precious metals did not keep pace with the 
demand." He said: 

"Thus, while industry, trade, and property were 
rapidly advancing in Great Britain, America, and 
most other parts of the world, there was no 
corresponding advance in the production of the 
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precious metals. Prices, both in gold and stiver, 
continually receded. Now if, while the intro- 
duction of free trade, railways, telegraphs, and 
innumerable other improvements accelerated the 
extension of trade, and the consequent demand 
for the precious metals after 1849, no new dis- 
coveries of gold and silver had been made, what 
must have ensued? Prices must have continued 
in the downward course they had pursued for 
thirQ' or forty years before. But ^ey did not 
continue in this course — on the contrary, they 
turned upwards in a sudden and decided manner, 
as shown in the body of this tract." 

Reviewing the price records following 
1849, he said: 

"If we compare prices now (March, 1865) 
with what they were at their lowest in 1849, we 
find there has been a rise of twenty-one per cent. 
If we take the averse of 1845-50 as our standard 
comparison, the rise is eleven per cent. The real 
permanent rise due to the gold discoveries is 
doubtless something between these, or probably 
nearer the higher limit, twenty-one per cent. 
The gold discoveries have caused this rise of 
price. They have also neutralized the fall of 
prices which might have been expected from the 
continuous progress of invention and production, 
but of which the amount is necessarily unknown." 

He gave much importance to the large 

exports of specie to India, which have been 

alluded to before, and expressed the opinion 

that European markets alone could not have 
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absorbed the new supplies without a revolu- 
tion in prices. He said, upon this point: 
"Asia, then, is the great reservoir and sink of 
the precious metals. It has saved us from a com- 
mercial revolution, and taken off our hands many 
millions of bullion which would be worse than 
useless here. And from the earliest historical 
ages it has stood in a similar relation to Europe. 
In the Middle Ages it relieved Europe of the ex- 
cess of Spanish- American treasure, just as it now 
relieves it of the excess of Australian treasure. 
'The Indian Trade,' says Macpherson, 'arose to 
considerable magnitude at the same time that 
American mines began to pour their treasures into 
Europe, which has happily been preserved by the 
exportation of silver to India from being over- 
whelmed by the inundation of the precious 
metals, as it must have been had no such exporta- 
tion taken place.' " 

In 1869 Professor Jevons reviewed the 
subject hnally in an article upon the "De- 
preciation of Gold," published in the Lon- 
don "Economist." His conclusions were as 
follows : 

"I cannot help, then, reasserting with the 
utmost confidence that a real rise of prices, to 
the extent of eighteen per cent, as measured by 
fifty chief commodities, has been established since 
the year 1849. This is an undoubted deprecia- 
tion of gold, because it represents a real diminu- 
tion in the general purchasing power of gold. 
Indeed, as Professor Cairnes has so distincdy 
pointed out, the effect of those discoveries is 
probably much greater than we can prove, because 
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ihe course of prices was in previous years de- 
cidedly downwards, so that the new gold has 
both prevented a fait and occasioned a rise in 
its stead." 

Efects of War, i86i to 1871 
Gold prices rallied more promptly in Eng- 
land after the panic of 1857 than in the 
United States. One explanation for this fact 
is that financial demoralization had not gone 
so far in England, and another is that the 
menace of Civil War was hanging over this 
country and affecting business. In 1862 
prices in this country began to be quoted in 
greenbacks instead of gold, and our Civil 
War was an influence making for higher 
prices abroad. Certain commodities, notably 
cotton and cotton goods, were directly af- 
fected, and the suspension of gold payments 
in this country caused us to relinquish most 
of our gold production and reserves to Eu- 
rope, which would tend to raise the price 
level there. The war between Germany and 
Austria in 1866, and the Franco-Prussian 
War in 1870-71, were also factors tending 
to sustain the upward movement. 

This general price movement which began 
in 1849, and which was one of the most 
notable movements of history, came to its 
climax in 1873. During this period the net 
weight of all the influences operating upon 
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prices was favorable to a rise, and there is 
good reason for the opinion that the new 
supplies of gold were the dominating factor; 
these furnished the basis for the marked 
expansion of credit and of trade which oc- 
curred during the period. With the crisis of 
1873 the price level started downward, and 
continued in that direction until 1 896. 



VII 
The Period from 1873 to 1896 

In the period from 1873 to 1896 notable 
changes occurred in the production of gold, 
and in the monetary use of silver. The 
flush production of the California and Aus- 
tralia placers was over, and the metallurgical 
discoveries which afterward resulted in great 
production from low-grade ores had not been 
made. In the five years from 1866 to 
1870, the average production of gold in 
the world was about $130,000,000 annually; 
in the five years, 1871 to 1875, it was about 
$103,000,000; in 1876 to 1880, about the 
same; in 1881 to 1885, about $99,000,000. 
After that, production began to increase rap- 
idly, particularly from the Transvaal field. 
During the period 1891 to 1895, the average 
was about $163,000,000 per annum, and in 
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the year 1896 k was $202,000,000. Silver 
production was increasing rapidly after 1870, 
when the Nevada mines became an important 
factor. Until 1873, silver, along with gold, 
was standard money in nearly all countries. 
Gold, however, was the common medium of 
international transactions, except with Asia. 

Demonetization of Silver 
In the early seventies began the movement 
among nations toward the single gold stand- 
ard, the growing volume of international 
transactions being the chief motive. Great 
Britain, the leading nation in international 
trade, had adopted the gold standard in 
1 8 1 6. When the several German states were 
consolidated into the German Empire, after 
the Franco-Prussian war, gold was adopted 
as the standard of value for the new mone- 
tary system. This was done in 1871, but the 
minting of new gold coins and retirement of 
old silver coins did not begin until 1873. 
The latter in part were recoined as subsidiary 
currency, but large amounts of the bullion 
resulting from the melting of silver coins 
were sold on the public market. 

In a revision of the coinage laws of the 
United States, effective in the early part of 
1873, silver had been demonetized except 
for the subsidiary coins, the price of silver 
bullion having been above the legal ratio 
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since 1834, as explained in the study-unit 
on "Money and the Monetary System." 

Closing ike, Mints to Silver 
The action of Germany in demonetizing 
silver and selling important amounts of silver 
bullion on the market, came at a time when 
the production of silver from the mines was 
rapidly increasing, and the combined influence 
of these developments depressed the market 
price of the metal below the coinage ratios 
that had been maintained in the United States 
and in Europe, This threatened to disturb 
' the relations between the gold and silver coins 
of all countries still having the bimetallic 
system, and most of the countries proceeded 
to close their mints to silver. France, Bel- 
gium, Holland, Denmark, Norway, and 
Sweden closed their mints to the free coinage 
of silver in 1873. Switzerland, Italy, Spain, 
Russia, and Austria-Hungary followed a few 
years later. 

The production of silver continued to 
increase and the price to decline. Other 
countries closed their mints to unrestricted 
silver coinage. Agitation for silver coinage 
developed in the United States, resulting in 
the resumption of coinage on government 
account, but in 1893, owing to the continued 
decline in the market price of the metal, 
government purchases were stopped. 
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In considering the additions to the money 
supply during this period it is necessary to 
take account of the full-tender silver dollars 
coined in the United States on government 
account, which aggregated about $570,000,- 
000. Indeed, the coinage of stiver in this 
country between 1878 and 1896 was much 
greater than in our entire previous history. 
The amount per capita of all kinds of money 
in circulation in this country increased from 
$18.09 on June 30, 1873, to $24.56 on June 
30, 1894, but then declined to $21.44 ^^^ 
June 30, 1896, as a result of agitation over 
the monetary standard and consequent ex- 
ports of gold. 

Silver and World Monetary Situation 
The silver dollar coinage of the United 
States during this period must be regarded 
as a factor in the monetary situation of the 
world, inasmuch as it released gold for ex- 
port, as did the issuance of greenbacks at 
an earlier period. The policies of every 
country in the use of the standard metal 
affect the available supply for all countries. 
And so it does not follow, because silver has 
not been coined as standard money in the 
principal countries since about 1873, that it 
has been wholly excluded from monetary 
use or as a factor in prices. It has continued 
to be the chief medium for the settlement of 
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the credit balances which Asia nearly always 
has with the rest of the world. The silver 
produced between 1855 and 1873 for the 
most part found its way to Asia in settlement 
of trade balances, and the increased produc- 
tion after 1873 was all disposed of, either 
in the arts, for subsidiary coinage, or by 
exportation to Asia. 

The State of Business 

The crisis of 1873 was world-wide, having 
been the culmination of a period of expan- 
sion in all the leading countries. Recovery 
was slow. In 1 879, following the resumption 
of specie payments, industry revived in the 
United States, prices recovered, and business 
was good for several years, but suffered a 
serious reaction in 1882 to 1884. 

The trend of prices was downward 
throughout the decade, 1881 to 1890; never- 
theless, the eighties were years of develop- 
ment and advancement the world over, aa 
shown by all industrial records. In Argen- 
tina, the tendency to expansion ran into 
speculation and excessive debt-creation, cul- 
minating in 1890 in a financial crisis, while 
similar phenomena in Australia and the 
United States culminated in banking panics 
in both countries in 1893. The conditions 
in the United States, Australia, and Argen- 
tina, reacted upon London, which was heav- 
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ily interested in all of them. In 1890 the 
situation in London was strained by knowl- 
edge that one of the leading banking houses 
was in difficulties on account of foreign 
investments, and the Bank of England in 
dealing with the emergency secured assist- 
ance from the Bank of France. The world 
situation at the time seemed quite similar to 
that of 1873. 

Influence of Monetary Agitation 
In the United States, real estate specula- 
tion had been widespread, credit expansion 
rapid, and much capital was tied up in un- 
profitable investments. Nearly every city 
west of the Mississippi had been the scene 
of a boom, and many of the cities of the 
Southern states as well. The states in which 
silver-mining was an important industry 
were hurt by the rapid decline in the price 
of that metal, and, after the repeal of the 
silver-purchase legislation, agitation over the 
standard of value became a disturbing factor 
in the business situation, and remained such 
until that question was settled by the presi- 
dential election of 1896. Unquestionably, 
this agitation held enterprise in check for 
the time being, and caused prices to go lower 
in the years 1893 to 1896 than they other- 
wise would have gone. An examination of 
the chart will show that from 1879 to 1880, 
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when the United States resumed spede pay- 
ments, prices rose higher here than in Eng- 
land, and that in the depression of 1893 to 
1896, prices fell lower here than In England, 
indicating that in both instances the primary 
influences were located in this country. 

The index of prices for 1896 is the lowest 
on record in the history of prices in the 
United States. Consequently, the use of this 
period of low prices as a base from which 
to measure the subsequent advance, gives an 
exaggerated idea of the height of present 
price levels as compared with earlier levels 
of prices. 

Industrial Progress, 1873 to 1893 
Up to this point our discussion has related 
chiefly to the influences affecting prices from 
the side of money, but it is evident that prices 
were greatly affected during this period by 
influences affecting the labor cost of produc- 
ing and transporting commodities generally. 
After the protracted period of stagnation 
which followed the severe crisis of 1873, 
there ensued a period of great development 
in industry and trade. It was a time of 
industrial expansion and progress much like 
that from 1850 to 1873, and having even 
greater influence upon prices. It Is true that 
the Industrial Revolution, inaugurated by 
steam-power, began long before 1873 or 
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even 1850, but as we look back over the 
record it is apparent that in the earlier years 
progress was comparatively slow. There 
were only about 9,000 miles of railroad in 
this country in 1850, which were increased 
to 30,000 in i860, 70,000 in 1873, and 
186,000 in 1896. The production of coal, 
which is an index of industrial activity, was 
about 6,000,000 tons in 1850, 13,000,000 
in i860, 51,000,000 in 1873, and 171,000,- 
000 in 1896. The first record of steel pro- 
duction in this country in any quantity is for 
1870, when the production was 68,750 tons. 
In 1896, it had reached 5,281,000 tons, and 
has since reached 45,000,000 tons. Although 
the period 1850 to 1873 was one of marked 
progress in industry, much of the resulting 
effects upon industrial costs did not appear 
fully until later. 

Railroad Building 
The years immediately preceding the panic 
of 1873 were periods of great activity in 
railroad-building in this country, one of the 
common explanations of the crisis being that 
too much capital had been locked up in rail- 
roads ahead of the development of business 
to sustain them. The new territory which 
they opened had to be occupied by settlers 
and the lands brought under cultivation be- 
fore the effects were seen. 
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This settlement proceeded very rapidly 
after the Civil War until the middle of the 
nineties, by which time the readily cultivated 
lands were nearly all occupied. Lands were 
cheap during this period, and many were 
given away by the government to actual set- 
ters. Furthermore, there was railroad build- 
ing at the same time for the same purpose 
in Argentine, Australia, India, and Russia. 
There never was another such period of ter- 
ritorial exploitation. Moreover, the stimulus 
to the invention and development of farm 
machinery was very great. The improve- 
ments in wheat production are estimated by 
the United States Department of Agriculture 
to have che&pened its labor cost from 133 
minutes of human labor per bushel in 1830 
to ten minutes in 1904. 

Mining and Transportation 
In mining and the production of the metals, 
in the production of lumber and other mate- 
rials, and in the manufacturing industries 
themselves, great progress was made during 
these years, both in methods and equipment, 
the effect in all lines being to increase the 
volume of products per unit of labor ex- 
pended. 

The Bessemer process cheapened the cost 
of making steel, and had a great infiuence 
upon all industrial costs, and also accom- 
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plished savings in the real cost of transporta- 
tion which were naturally reflected in falling 
freight rates. Rates fell both on the rail- 
roads and for transportation by sea. The 
lake-and-rail rate on wheat from Chicago to 
New York was 19.9 cents per bushel in 1873 
and 7.32 cents in 1896. The rate on wheat 
from New York to Liverpool was reduced 
from 1 5 cents per bushel to as low as 3 cents 
per bushel. 

The influence upon prices of such reduc- 
tions in labor costs is obvious. The price 
tables that have been maintained over these 
many years are composed of the prices of 
staple commodities in central markets, such 
as New York and London, and these prices 
were much affected during the period under 
review, by the rapid development of trans- 
portation costs and the improvements in 
methods of production. 

General Conclusions 
If we now recall the formula that the price 
level is determined by the quantity of money 
in relation to the volume of business, we 
can draw a few general conclusions for the 
period 1873 to 1896. It is evident that both 
the stocks of standard money and the physi- 
cal volume of business Increased during the 
period, but the volume of money did not keep 
pace with the business transacted. The latter 
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increased enormously with the development 
of machine production, with increasing spe- 
cialization in industry, and with the im- 
provement of transportation facilities. The 
increasing volume of money tended to make 
higher prices, but the influences working 
toward a reduction in the labor costs and 
in the prices of commodities tended in the 
opposite direction, , and these proved to be 
decidedly the stronger. 

In this connection account should be taken 
of the development of banking facilities. 
The number of banking offices has constantly 
increased in all countries and the practice of 
keeping money in banks and of making pay- 
ments through banks has become more gen- 
eral, and has had the effect of economizing 
the use of standard money. Where payments 
are commonly made through the banks and 
settlements between banks are made by the 
dearing process, an increase in the volume 
of well-balanced trade makes a relatively 
small demand upon the banking reserves. 
The increased utilization of standard money 
in banking reserves, resulted in an enlarged 
use of bank credit and we shall see later that 
the direct influence of the physical volume of 
business upon prices is much less Important 
than the influence of changes in the volume 
of credit. 

The conditions having influence upon prices 
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in this period were very complex and it is 
impossible to measure each influence closely. 
The one conclusion that is beyond contro- 
versy is that the sum of all of the influences 
we have named was to g^ve a declining price- 
level, whereas in the period 1848 to 1873, 
the sum of such influences produced a rising 
price-level. It is- evident, moreover, that 
from 1848 to 1873 business was under the 
stimulating influence of increasing supplies 
of standard money, while after the last 
named year this influence was subordinate 
to the growth in the volume of business. 



VIII 

Prices from 1896 to 1914 

We have said that the index of prices for 
1896 is the lowest on record in the history 
of prices m the United States, and that this 
was due in part to abnormal conditions. 
Comment upon the rise that followed 1896 
may repeat almost word for word some of 
the observations of Tooke and Newmarch 
upon the rise of prices following 1849, Pre- 
viously referred to. 

The panic of 1 893 in this country followed 
a period of excessive land and town-lot spec- 
ulation and of credit expansion which had 
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gone to the limit of banking resources. An 
important change in the standard of value 
was under discussion, involving the signifi- 
cance of the word "dollar" as it appeared in 
all endences of debt, and one effect was to 
cause the sale of many American securities 
by European holders and the mthdrawal of 
capital from the country. Credits were liqui- 
dated to the lowest point touched in many 
years. Interest rates were low, for want 
of normal demand from new enterprises. 
Again, as in the years following 1850, the 
idea was prevalent, that interest rates would 
be permanently lower than in the past. Long 
term railroad bonds payable in terms of gold 
were issued on a 3J^ and even 3 per cent 
basis. 

The Improvement After 1896 
With the money question settled by the 
election of 1896, ^e situation changed rap- 
idly. Industry and trade became active, 
prices advanced, the demand for credit in- 
creased, and by 1902 the banks were loaned 
up as closely as they had been in 1892. 

The conditions were paralleled in London, 
except that in the worst of the depression 
commodity prices did not fall so low there 
as they did in this country. 

The Bank of England's official rate of 
discount stood unchanged at 2 per cent 
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throughout the entire year 1895, ^nd at the 
close of the year its stock of gold was $215,- 
000,000. Four years later, after the upward 
turn had come, notwithstanding the heavy 
world's production in the meantime, the stock 
of gold in the same institution was down to 
$150,000,000, and the bank rate on three 
months' bills was up to 6 J^ per cent. There 
was as much capital in the country at the 
last date as the first, but there had been a 
change in the relative supply of and demand 
for money. The London "Bankers' Maga- 
zine," January, 1900, described the situation 
in these words : 

"Expressed in the briefest terms, the situation 
may be said to be that of a universal scramble, 
not for money, but for the precious metal itself 
— gold. Nor are the reasons for this condition 
of things far to seek. Trade during the past 
three or four years has expanded rapidly in 
almost all parts of the world, and with the 
consequent increasing demands upon money to 
finance it, each country affected has had to see 
to it that its gold reserves on which its financial 
transactions are based are well maintained." 

In the period 1896 to 1914 the production 
of gold increased rapidly, and prices were ris- 
ing continuously, except for a dip that reflects 
the panic of 1907 in the United States. The 
world's production of gold in the ten years, 
1891 to 1900, aggregated $2,102,471,700, 
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and in the ten years, 1901 to 1910, aggre- 
gated $3,781,987,100. This was not so 
rapid a rate of increase in proportion to 
existing stocks as that of the ten years be- 
ginning with 1850, but it was a very great 
increase. 

Distribution of New Gold 
In calculating the effect of these increasing 
supplies of gold upon the price level, it is 
important to know how they have been dis- 
tributed. Those which have found their way 
into bank reserves will be most potential. 
The report of the Director of the United 
States Mint for the fiscal year 1911 contains 
statements of gold holdings at the dates 
named, of circulating notes and of loans and 
discounts. 

These figures for gold distribution recall 
the comment of Messrs. Tooke and New- 
march, in 1856, that by "extensions of the 
surface to be covered, by multiplying indefi- 
nitely the number and magnitude of the deal- 
ings to be carried on, the a priori tendency of 
an increase of metallic money to raise prices," 
is neutralized. In this later period, however, 
the flow of money metal to outlying coun- 
tries, such as Roumania, Turkey, and Aus- 
tralasia, where it resulted in enabling these 
countries to dtvelop their banking facilities, 
was more marked than in the earlier period 
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referred to. The "surface to be covered" 
was extended in this way. 

With the exception of the United States, 
which obtained die largest share, the most 
important iinandal centers obtained relatively 
small shares of the new gold. London's 
increase was small, as in the period 1850 to 
i860. France and Russia obtained relatively 
large shares, although neither shows a corre- 
sponding increase of outstanding notes, the 
new supplies having been devoted to strength- 
ening the central banks rather than to credit 
expansion. Germany's share was relatively 
small, considering the growth of its trade in 
the twenty years. The figures show that 
although the supplies of new gold usually 
flow to central markets, ultimately they are 
widely distributed. 

Expansion in the United States 
The United States was the scene of great- 
est industrial expansion and credit expansion 
during this period. It was the most inviting 
field for investments, not only for its own 
capital accumulations but likewise for those 
of Europe. 

The effect of the revival of confidence and 
of the additions to bank reserves in this 
country from 1896 to 1914, appears in the 
following comparative showing of the loans, 
discounts, and investments of all national, 
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State, and private banks and loan and trust 
companies : 

AU Banlit June 3D, 1896 June 30, 1914 

$4,a44,3t«,oo(» $isflil,^iofioo 



Total l5,9iS,9(xi,oc» $20,173,300,000 

Such an expansion of bank credit would 
not have been possible without the additions 
to the banking reserves which had occurred 
in the' meantime. The new credit was used 
as purchasing power, and unquestionably 
exerted an influence upon prices, not only at 
home but abroad. 

Rise of Food and Rmo Materials 
While the rapid increase in the production 
of gold was the most outstanding fact having 
relation to the rise of prices after about 1902, 
it was not the only influence making for the 
movement. The situation changed as to the 
production of primary products generally. 
No such development of new territory oc- 
curred in the latter period as in the period 
1873 to 1896. Some of the fundamental 
materials of manufacture, such as lumber, 
hides, and wool, became relatively scarcer, 
or more difficult to deliver in the central 
markets. There was a time when nearly 
every portion of the United States had local 
supplies of lumber, but now most of the states 
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are dependent upon supplies brought long 
distances. And so there was a time when 
the supply of hides and wool produced in 
this country were sufficient for its needs. 

The area of land in farms has not been 
increasing in proportion to our growth of 
population. The prices of farm products 
which had fallen more rapidly than other 
prices in the decline prior to 1896 rose more 
rapidly in the later advance. The cost of 
food, clothing, and shelter are leading fac^ 
tors in the cost of li«ng, and when they rise, 
wages rise also and everything else is carried 
up. As a rule, from 1896 to 1914 the prices 
of finished products of manufacture rose by 
lower percentages than the labor and raw 
materials entering into them, showing that 
improvements in industrial methods were a 
factor in prices, although their influence was 
overcome by the increasing importance of 
other factors. 

Our exports of agricultural products were 
showing a tendency to decline rather than 
increase in the latter part of the period, and 
in view of the dependence of Europe upon 
us for such supplies, this was an important 
factor in prices there. The tendency of 
natural products and food stuffs to rise as 
the population presses upon the natural re- 
sources was noted in our study-unit, "The 
Primary Industries." 
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It will be seen from the chart that prices 
at the beginning of the Great War were about 
on a level with prices at the resumption of 
specie payments in this country in 1S79, at 
the beginning of the Civil War, and in the 
early forties. This seems remarkable, in 
view of the great progress that has been 
made in industry since 1840, tending to lower 
the labor-cost (labor-outlay) of production 
in all lines. It certainly would not be so if 
prices followed from time to time the changes 
in the actual labor-outlay upon commodities, 
for undoubtedly this, on the whole, has been 
steadily diminishing. 

Conclusions from Period, 1800 to 1914 
It is true that price tables make an incom- 
plete basis for comparison over a long period, 
because of the changes that occur in the 
articles quoted. A long list might be made 
of goods and services, entering into common 
consumption today that were not to be had 
at any price in the earlier years named, and 
many of the others are not the same in qual- 
ity. Comparisons are necessarily confined 
rather closely to primary products, and wc 
have seen that there is a tendency for the 
price of these to rise, as their "marginal 
cost" (measured in labor-outlay) rises with 
the growth of population. Throughout the 
manufacturing industries on the other hand 
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the labor-outky per unit of product is much 
less now than in the earlier years. 

What is the explanation then of the fact 
that the price-level seems to have been about 
the same in years so far apart as 19 14, 1879, 
1861 and 1845? After making the allow- 
ances already suggested, it is to be found in 
the fact that a general rise of wages was 
taking place, and that this was the result of 
the increasing supply of standard money, to- 
gether with the improved banking facilities 
and other factors operating to make the 
supply of standard money more efEecttve. 
Increasing supplies of standard money find 
employment in the financing of enterprises, 
the development of industry, all of which re- 
quires labor, and when the available supplies 
of money and credit arc increasing faster 
than the supply of labor, competition for the 
latter carries up money-wages. 

We have seen that in the period, 1800 
to 1S48, the trend of gold prices was down- 
ward, along with the course of gold produc- 
tion and of labor costs in production. In the 
period, 184810 1873, prices were rising, with 
the new supplies of gold apparently the 
dominant influence; in the period, 1873 to 
1896, prices were falling, with industrial 
changes apparently the most potent influence, 
but favored by monetary conditions ; and then 
we find in the period 1897 to 1914 prices 
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rising, with apparently the increased produc- 
tion of gold the dominant factor, but sup- 
ported by increasing labor costs in primary 
industries. 



IX 

Prices from 1914 to 1921 

The period between the outbreak of the 
Great War in the summer of 1914 and the 
trough of the post-war depression in the 
summer of 1921, manifested the most strik- 
ing price changes of all history. 

Anyone who has followed the description 
of the major trends that we have just con- 
sidered wiU recognize that the forces at work 
from 1914 to 1921 were very different in 
character from those which underlay the 
movements from 1800 to 1848, 1848 to 
1873, 1873 to 1896, and 1896 to 1914. 
These were long-term movements; the re- 
cent movements cover a comparatively short 
period, and are accounted for almost wholly 
by war conditions and an extraordinary use 
of credit. Their treatment, therefore, be- 
longs properly in the next study-unit, in which 
short-term movements of prices will receive 
consideration in connection with the study of 
"Panics, Crises and Depressions." 
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The Prediction of Long-Term 
Price Movements 

It is our purpose in the following discus- 
sion to point out, on the basis of the history 
of prices over the last one hundred years, 
some of the fundamental factors now affect- 
ing prices, and that are likely to be influential 
upon them in the future. 

In offering these comments upon present 
conditions, we would repeat that it is much 
easier to enumerate the factors that will be 
present in a situation, than it is to give to 
the same factors the importance to which 
they are relatively entitled. The final con- 
clusion as to a price movement requires both 
a broad outlook and a thorough knowledge 
of the prevailing influences affecting money, 
credit, competition, and the costs of produc- 
tion. The right combination of sound judg- 
ment and full knowledge is naturally essential 
for the practical work of determining the 
direction in which prices are likely to move, 
both in the short run and in the long run. 

The Three Principal Factors 
A more complex situation than the present 
one never existed. The world is not in the 
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State of order affording a sure basis for 
economic forecasts, for the operations of 
economic law are very much affected by po- 
litical policies, and the latter at the prese nt 
time are in a state of great confusion. We 
do not know when central and eastern Eu- 
rope will be restored to the very important 
position in international trade which these 
sections occupied before the war, and as busi- 
ness conditions in every country arc affected 
by conditions throughout the world, calcu- 
lations, even for the United States, are in- 
volved in the general state of uncertainty. 

The economic factors determining the 
future trend of prices, as revealed by our 
analysis of price movements in the past, may 
be grouped under three heads — those influ- 
encing the supply of gold, the conditions of 
credit, and the volume of general production. 

The new output of gold from the mines 
flows to the banking centers, which are the 
crossroads of trade, where balances are set- 
tled, and to which come proposals for the 
use of capital all over the world. From 
these centers it is distributed as we have seen 
in the review of the period, 1890 to 1910. 
The additions available for the banking re- 
serves are depleted by the amount consumed ' 
in the arts, and also by the exports to Asia, 
which for the most part enter into hoards and 
are lost to the banking world. We will, 
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therefore, first consider the prospects for 
gold production, and the probabilities as to 
consumption in the arts and exportation of 
gold to the Orient. 

Gold Production in the Future 
The tide of gold production which had 
been rising since about the middle of the 
eighties had apparently about reached its 
crest at the beginning of the war, having 
shown no increase for several years. The 
big South African iield, which was the lead- 
ing factor in the phenomenal rise after 1885, 
is thought to have reached approximately its 
maximum production. Some of the older 
properties have been exhausted and while 
production will continue for many years, it 
is likely to be upon a declining rather than 
an ascending scale. Australia, which has 
been one of the chief produdng countries, 
has been on a declining scale for soine years. 
Very likely new deposits will be found in 
these and other countries, but new ones are 
needed to make good the ones that are fail- 
ing, and on the whole, the outlook even 
before the war, was for diminishing rather 
than increasing production of gold. 

The general rise of industrial costs result- 
ing from the war has been unfavorable to 
gold-mining, operating expenses having in- 
creased very much while coinage values re- 
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main unchanged. In the United States, gold 
production has fallen ofi about 40 per cent. 
In other countries, where producers have 
been able to dispose of their gold at a pre- 
mium in currency over the coinage value, the 
premium has counterbalanced in some part 
the rise of expenses, but the falling off in 
world production has been about 20 per cent. 
Prospecting for new deposits has been dis- 
couraged, because the costs of such opera- 
tions have increased while the chances of 
finding payable ores have diminished. 

The bulk of the present production is com- 
ing from deposits that were discovered and 
developed before the war, and which wiU last 
for many years, but the potential output of all 
districts is diminished by the higher level of 
mining costs, which submerges important 
bodies of low-^ade ores, formerly workable. 
The situation has improved in some degree, 
and a further reduction of costs will aid to 
further recovery. It appears, however, that 
the supplies of new gold from the mines are 
likely to be less over some years to come 
than in the years immediately preceding the 
period of the war. 

Consumption of Gold 

The consumption of gold in the arts 

depends partly upon the prosperity of the 

buying public. During the boom years in 
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which the world's output was decreasing, the 
industrial use of gold in the United States 
was increasing. With the turn into depres- 
sion, however, the use of gold in the arts has 
declined. Under normal conditions it will 
increase as heretofore with the growth of 
population and wealth, always much affected 
by general prosperity. 

For centuries the precious metals have 
been Bowing to India and other countries of 
the Orient in payment of the balance of trade. 
The customs of those countries and the 
absence of the investment habit have led to 
the hoarding of gold and silver. Thus the 
Orient holds a great reservoir of precious 
metals which are not now available for bank- 
ing reserves. If these countries should develop 
modern business methods, and the natives 
should come to prefer an investment yielding 
an income to a hoard of gold, then a return 
flow of metals might set in. Habits in such 
matters, however, change very slowly, and no 
movement of the precious metals on balance 
from Asia, is to be expected. Nor is there 
any reason apparent why the movement to 
Asia should be materially greater or less. 

Paper Currencies and Bank Credit 
We come now to the most difficult phase 
of the subject, which includes the distribu- 
tion of the existing gold stock among the 
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several countries, the influence of the great 
issues of paper currency in Europe, and the 
state of bank credit. As to the depreciated 
paper currencies, all depends upon the poli- 
cies pursued in regard to them. The British 
currency is now so little below the old par 
that its full restoration will not seriously 
affect credit or prices, for while it will tend 
to cause some restriction of credit, the re- 
establishment of the pound sterling on the 
old basis certainly will impart a feeling of 
security and confidence that will be a stimu- 
lant to enterprise. 

As to many of the paper currencies of the 
continent the situation is different. If these 
currencies are to be reduced in volume and 
restored to their former relations to gold, 
great amounts of thein will have to be re- 
deemed in gold or refunded in interest- 
bearing obligations, and the general level of 
wages and prices in these countries will have 
to be lowered to conform to the gold basis. 
If all this could be worked out in actual life 
with as little friction as it can be laid out on 
paper, it need not seriously disturb prices 
outside of those countries, but since wages 
and prices are not readily lowered, the in- 
fluence of such a general policy would be 
depressing upon trade and industry, affecting 
gold prices as well as paper prices. 

It seems to be inevitable that in most of 
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the countries that were actively engaged in 
the war, a new gold monetary unit will have 
to be named, corresponding approximately 
to the prevailing gold value of the currency, 
and that gold payments will be resumed upon 
this basis. This policy would confirm the 
heavy losses which the creditor class has 
suffered by the depreciation of the currency, 
but give a firm basis for the future. In view 
of the great body of indebtedness which has 
been created since the outbreak of the war, 
and the serious disturbance of production 
and business which would result from at- 
tempts to restore the value of these curren- 
cies, it is doubtless the only practicable 
policy for some of the countries. 

mil Europe Call for Gold? 
If, as indicated, these countries attempt 
only to stop further inflation and bring their 
currencies into stable relations with gold at 
about the present exchange values, they will 
not require great additions to their gold 
reserves in the immediate future. Germany 
has more than gold enough to redeem all of 
its outstanding paper currency at the present 
rate of exchange. A very large amount of 
gold coin which had been in circulation in 
Europe was drawn into the central banks 
during the war, and in the aggregate, the re- 
serves of European countries, outside of Rus- 
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sia, are larger than they were before the war. 
It is probable that die resumption of goM 

payments will be brought about cautiously, 
gold being supplied at first only as necessary 
to stabilize the exchanges. The countries of 
Europe are not in position industrially to 
acquire large sums of gold from abroad; 
indeed, their problem will be to retain what 
they have until they can increase their ex- 
ports to the point where they will balance 
their imports and cover the other obliga- 
tions which they have to meet. There is 
no present prospect that the countries need- 
ing to replenish their gold stocks will be able 
to make heavy drafts upon the existing 
stocks of other countries or upon the new 
supplies of gold from the mines. 

Effect of Unbalanced Gold Stocks 
Under normal conditions, the supply of 
gold as it comes from the mines is distrib- 
uted over the world through the channels 
of trade and investment, according to the 
requirements for international payments and 
for banking reserves. The statistical tables 
relating to the distribution of gold in the 
twenty years from 1890 to 1910 make an in- 
teresting exhibit. They reveal the noteworthy 
fact ^hat although before the war about 60 
per cent of the production of gold in the 
world was in the British Empire, the gold 
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reserves of London scarcely equalled the 
Empire's output for one year; those of more 
remote countries showed marked increases. 

This widespread distribution was in ao* 
cordance with the needs of trade and the 
common interests. It served to keep the 
international price structure in balance, for 
an undue accumulation of gold in any coun- 
try would tend to raise prices there and turn 
the balance of trade against it, thus promot- 
ing gold exports and restoring the equili- 
brium in trade and prices. 

The war and the unbalanced state of trade 
has disturbed this normal distribution of 
gold, piling up in a few countries more than 
they would be able to take or hold under 
natural trade conditions. Such an unbal- 
anced state produces conditions favorable to 
inflation in some countries and depression 
in others, which is an unstable situation. As 
industrial conditions improve everywhere, 
budgets are balanced, currencies are restored 
to a gold basis, exchanges are stabilized, 
and the world gets back into normal rela- 
tions in all respects, the countries in which 
the price levels are low will be able to under- 
sell the countries in which prices are high,< 
thus creating balances in favor of the former 
and tending to bring about a gradual redis- 
tribution of gold and readjustment of prices 
upon the common level, as before the war. 
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The United States received large additions 
to its stock of gold during the war and in the 
years since, and the influx is steadily continu- 
ing and will continue as long as the balance 
of payments in international relations is in 
our favor, as at present. Moreover, the 
potency of these new supplies and of all our 
old stock has been very much increased by the 
establishment of the Federal Reserve System, 
which consolidates our banking reserves prac- 
tically in twelve institutions, and permits a 
larger body of liabilities against them than 
was possible under the old system. 

The Situation in the United States 
This situation is favorable to a higher level 
of prices than prevailed before the war, and 
we have it. Furthermore, if the United 
States was 3 world by itself or industrially 
balanced so completely as to have no need 
for foreign trade and no interest in foreign 
prices, the surplus banking reserves which it 
is accumulating might be counted upon to lead 
at an early day to credit expansion, industrial 
activity, and rising prices. 

The mere presence of large banking re- 
serves, however, is not in itself sufficient to 
cause price inSatlon, for these reserves have 
no influence upon prices except as funds are 
borrowed from banks and used in the pur- 
chase of goods. This increase in borrowig 
70 



THE GENERAL MOVEMENT OF PRICES 

takes place only when there is business con- 
fidence and a prospect of profits. 

Another Inflation Period? 

The opinion is held by many competent 
observers that the United States will have 
another period of inflation, similar to that 
which followed the war, before normal in- 
ternational trade relations are reestablished. 
Cheap money encourages enterprise and 
stimulates! borrowing, and with increasing 
reserves the conditions unquestionably are 
favorable to that view. Whether we are to 
have inflation or not depends upon whether 
our business men have the will to inflate; 
that is to say, whether, so soon after the 
late experience, they have the confidence to 
create a great body of indebtedness upon a 
high price-level. 

A rising price movement, in order to go 
very far, must be supported by a balanced 
industrial situation; all branches of industry 
must participate and be mutually supporting. 
It is evident that those important lines of 
domestic industry which are dependent upon 
large sales abroad will not be able to benefit 
from the movement or give support to it 
unless the prices of what they have to sell 
keep pace with the prices of those things 
which they have to buy. Easy credit condi- 
tions doubtless will encourage some develop- 
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ment that will be helpful to the domestic 
situation, but a general and sustained state 
of prosperity requires that all branches of 
industry meet on a common level of values. 

The Volume of Production 
The third factor already mentioned, which 
will influence the price trend of the next 
decade or two, is the total volume of goods 
annually produced and exchanged. It will 
be remembered that during the years follow- 
ing the Civil War, the growth in population 
and in trade resulted in increased require- 
ments of money to carry on the exchange of 
goods. The country gradually grew up to its 
expanded paper currency, so that resumption 
was accomplished without retiring any of it. 
At that time this process was furthered by 
the increase in output of both farms and fac- 
tories which resulted from the rapid intro- 
duction of machinery. A rate of increase In 
the physical volume of trade corresponding 
to those years of great expansion may not be 
experienced during the next few decades the 
world over, but it is a practical certainty that 
both the population and the output of goods 
per capita will continue to grow. In every 
branch of industry invention and research are 
continuously being devoted to the discovery 
of new ways of increasing the productivity of 
labor, and the output of goods. The effects 
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are seen in the reduction of labor costs per 
unit of product, and in a larger volume of 
trade to be handled. Except for the counter 
influence which arises from an increasing 
population and depletion of the stores of 
natural wealth, the norma! tendency of prices, 
measured upon a standard of value closely 
representative of human effort, is downward. 

Unsettlement Following the War 
After such a great disturbance of prices 
and of all business conditions as that caused 
by the war, price movements may be ex- 
pected to be more or less irregular and 
spasmodic for a number of years, like the 
tossing waves of the sea after a storm. In 
the first downward sweep they would natur- 
ally go abnormally low, resulting in reduced 
production or scarcity in many lines, and 
then in rising prices, possibly reaching to 
higher levels than can be maintained. Nor- 
mal stability will be reached when the indus- 
tries whose products make the bulk of the 
world's trade regain balanced relations. 

When we view the condition of one great 
country, Russia, formerly a source of food 
and raw materials for the rest of Europe and 
a market for the products of many countries, 
the general situation is illustrated. What 
will be the effect upon the price-level of 
having Russia come back? 
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In the long run the average price-level 
must conform to the standard of value, with 
wages and prices adjusted to secure a fair 
exchange of- products and services between 
the people in the various occupations. The 
theory that the general level of costs will 
be higher in the future as the result of the 
arbitrary action of combinations in industry, 
either of employers or wage-earners, is a 
defective theory. It is not to be supposed 
that all industry will be arbitrarily con- 
trolled, or that a part of it can be at the 
expense of the rest. Certainly it will not 
promote the general welfare, or even be to 
the advantage of any class or group, in the 
long run, to have either situation established. 
The effect in either case would be to disturb 
the free play of forces and the natural equili- 
brium that are necessary to full prosperity. 

Before the war, the pay of workers in the 
various occupations had been adjusted in 
relation to each other, and the prices of 
commodities had been adjusted to the gold 
standard, under the free play of natural 
forces, over a long period, and it may be 
fairly assumed that as normal conditions are 
re-established over the world, the same forces 
will tend to work out similar results. Men- 
tion is frequently made of the fact that 
wages were permanently higher after the 
Civil War than before, and the inference is 
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